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ABSTRACT

This thesis examines the program for qualifying DOD Freight Motor Carriers
to identify areas that can be revised to improve the qualification process. It assesses
the current program’s financial performance and resource requirements. From this
assessment, a proposed structure is developed and provided to enrich the qualifica-
tion program and maximize the quality of transportation services furnished to DOD
shippers. Specific recommendations focus on modification of the performance bond
requirements, improved reporting and analysis of financial records, more detailed

reporting of carrier resources, and upgrading of performance standards.
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I. INTRODUCTION

A. BACKGROUND

The transportation of Department of Defense (DOD) cargo is essential in
maintaining optimal military readiness. As the demand for transportation services
has increased, the reliable flow of DOD cargo has become more critical. Data
collected by the ENO Transportation Foundation and presented in their 1992 report
illustrates how important transportation is and how much the government depends
on commercial transportation services. The data shows that expenditures by all
forms of government for transportation reached an all time high of $105.4 billion in
1991 and commercial motor freight accounted for $76 billion of that total [Ref. 1:p.
33]. According to the General Accounting Office (GAQO), DOD spends approxi-
mately $1 billion each year on transportation and almost 90 percent of DOD ship-
ments are made by motor carriers [Ref. 2:p. 8]. Therefore, the effective and efficient
use of the commercial carrier industry is paramount in maintaining the transportation
base required to respond to DOD demands in peacetime, national emergencies, and
in times of war.

The world of transportation and the military has changed dramatically over the
last decade. Prior to 1980, there were many laws, regulations, and institutional
practices of carriers and their ratemaking organizations that confined traffic

management to a tightly regulated set of rate and service options. As a result,
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transportation assumed a technical-legal orientation, and much time and effort was
spent pursuing regulatory matters. With the passing of the Motor Carrier Act of
1980, motor transportation has undergone dramatic changes as a result of federal
regulatory reforms and deregulation. New services, practices and freedoms emerged.
Pricing has become flexible, and traffic managers can negotiate easily for special
services. These changes, coupled with rapid advances in information processing
technology, have created new directions for the conduct of transportation manage-
ment. With the downsizing of the DOD and the shift away from large operating
budgets and toward efficient use of a more competitive commercial transport market,
DOD cargo should no longer be hostage to a relatively inflexible array of transporta-
tion rates and services. The Military Traffic Management Command (MTMC) must
become more aggressive in supporting DOD transportation policy to procure safe,
secure, reliable and quality transportation at the lowest cost while supporting DOD’s
mission [Ref. 3:p. 2].

The Department of Defense, specifically MTMC, has initiated numerous trans-
portation programs to improve services required to support government customers
over the years. Generally, this has resulted in more cost effective and efficient use
of commercial transportation services. However, there are areas in the utilization
of commercial motor carriers that could be improved. It is against this backdrop,

that the issue of the Motor Carrier Qualification Program is reviewed.




B. PROBLEM STATEMENT

The purpose of this thesis is to determine if the current Carrier Qualification
Program is providing the most effective means of determining a carrier’s ability to
do business with the government. Specifically, the following primary research
question is proposed:

Does the current Carrier Qualification Program accurately evaluate whether

the carrier has the equipment, facilities, personnel and finances to provide the

carrier’s proposed scope of operation?
The following secondary questions are considered pertinent in addressing the
above research question:

1.  Are the financial records required by the Military Traffic Management
Command sufficient to determine if the carrier has the financial capability
to provide transportation services to the Department of Defense?

2. Is the performance bond requirement covering default, abandoned
shipments, inability to perform, bankruptcy and overcharges adequate and
enforceable?

3. Is the approval and revocation process adequate?

4.  Are there other financial records, reviews, ratios and analysis that would
more accurately estimate a carrier’s capabilities?

5.  Are there other requirements or initiatives that could be added or deleted
that could make it more effective?
C. RESEARCH METHODOLOGY
This thesis will examine the current Department of Defense qualification
criteria for qualifying motor freight carriers. An attempt will be made to illustrate

how changes to that program will furnish a more effective and efficient means of




qualifying motor carriers, while ultimately providing a better product to the customer,
the shipper.

Library research, comprehensive review of transportation literature and
regulations, and interviews with Military Traffic Management Command personnel
will provide the vast majority of the information contained in this study. Data
furnished by the Military Traffic Management Command, the Navy Transportation
School, and Naval Postgraduate School professors will be used to make comparisons
between the current qualification program and areas where changes could provide

an improved program.

D. CONTENTS OF THESIS

The following chapter contains a historical overview of regulations, laws and
government agencies that administer the Motor Carrier Qualification Program.

Chapter III describes the current Carrier Qualification Program which will be
used to make a qualitative analysis.

Chapter IV will discuss the findings of the qualitative analysis and propose
changes for making the Carrier Qualification Program more efficient in the future.

Chapter V presents conclusions and recommendations.




II. HISTORICAL BACKGROUND

A. BACKGROUND

Transportation support is the cornerstone to any military organization’s success
in wartime and peacetime. This support involves moving men and material quickly
and efficiently to meet operational requirements. The key to successful transpor-
tation support begins with the traffic management function [Ref. 4:p. 1].

Military traffic management is the direction, control, and supervision of
functions relating to the procurement and use of freight and passenger transportation
services. These functions include the operation of cargo clearance authorities and
commercial travel offices, movement of freight and passengers within the continental
United States and Canada, and the worldwide movement of personal property. The
military agency tasked by the Secretary of Defense with providing global traffic
management is the Military Traffic Management Command (MTMC). MTMC is the
worldwide traffic manager for the movement of DOD cargo and passengers through
the Defense Transportation System (DTS). This chapter reviews the development,

responsibilities, and authorities provided to MTMC [Ref. 4:p. 20].

B. MTMC HISTORY
MTMC traces its organizational lineage to the Department of War’s former

Office of the Chief of Transportation, established July 31, 1942. However, it was not




until 1956 that a separate agency was established to carry out traffic management
" functions [Ref. 4:p. 20].

When the Secretary of Defense designated the Secretary of the Army as single
manager for traffic management within the United States on May 1, 1956, the traffic
management organization began. The Military Traffic Management Agency
(MTMA) was established on July 1 by the Secretary of the Army to carry out this
single manager concept. Following the establishment of the Defense Supply Agency
(DSA), MTMA was transferred to DSA and redesignated the Defense Traffic
Management Service (DTMS) on January 1, 1962 [Ref. 4:p. 20].

After a detailed DOD study of the defense transportation system, on November
19, 1964, the Secretary of Defense designated the Secretary of the Army as the single
manager for military traffic, land transportation, and common-user ocean terminals.
A joint service planning staff was formed and charged with establishing an agency--
Military Traffic Management and Terminal Service (MTMTS)--to execute this
centralized management concept [Ref. 4:p. 20].

MTMTS was formally activated as a jointly-staffed Army major command on
February 15, 1965. MTMTS assumed all responsibilities previously assigned to
DTMS plus the terminal operations responsibilities of the U.S. Army Supply and
Maintenance Command. With the approval and publication of the MTMTS charter
on June 24, 1965, MTMTS joined the Military Airlift Command and Military Sealift

Command in providing complete transportation services to the Department of
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Defense. In 1974, the Secretary of the Army redesignated MTMTS as MTMC to
have the title more readily identifiable with its mission [Ref. 4:p. 20].

Since MTMC’s activation, the responsibilities and scope of operations have
increased significantly. Major functions that have been transferred to MTMC
include: transportation engineering (1966); operation of water terminals in Northern

and Central Europe (1976); operation of ocean terminal and common-user land

transportation in Okinawa (1977); operation of Army common-user ocean terminal
operations in Japan (1978); operation of the ocean terminal in Panama (1980);
operation of Army ocean terminals in Korea (1981). At the direction of the
Secretary of Defense, in 1981 MTMC assumed the responsibility for sealift cargo and
passenger booking and associated contract administration functions from the Military
Sealift Command [Ref. 4:p. 21].

In June 1986, the Packard Commission report on defense reorganization
recommended that "the Secretary of Defense sh;)u]d recommend a single unified
command to integrate global air, land and sea transportation and should have the
flexibility to structure the organization as he sees fit" [Ref. 4:p. 21].

The Packard Commission recommendation to create a single transportation
command was accepted by the President of the United States and embodied in
National Security Decision Directive 219 on December 31, 1986. The United States
Transportation Command (USTRANSCOM) was created April 18, 1987 with head-

quarters activation at Scott Air Force Base, Illinois on October 1, 1987. The




Commander in Chief, Military Airlift Command, now the Air Mobility Command
(AMC), was designated to serve as USTRANSCOM [Ref. 4:p. 21].

MTMC, MSC, and AMC became components of USTRANSCOM on October
1, 1988. These component commands remain as major commands of their parent
service and continue to perform service-unique missions under the direction of the
respective military department. USTRANSCOM is a unified command organized on
a functional basis. Consequently, USTRANSCOM is the focal point for the integra-
tion of wartime mobility procedures with the capabilities of U.S. national and allied-
provided transportation resources [Ref. 4:p. 21].

Based on lessons learned during Desert Shield/Desert Storm, the Secretary of
Defense signed a memorandum on February 14, 1993, expanding USTRANSCOM'’s
control over DOD transportation operated by the services to peacetime operations
as well as wartime operations. Subsequently, MTMC reorganized in response to
significant changes in their role and responsibilities within the Defense Trans-
portation System. The primary objective of restructuring was to design an
organization that provides improved quality service and optimum strategic

deployability of the Armed Forces in the future [Ref. 4:p. 22].

C. MTMC RESPONSIBILITIES

MTMC, as the DOD traffic manager, is responsible for the performance of
freight traffic management functions within the continental United States (CONUS).
These traffic management functions are performed at three levelss: MTMC

Headquarters, MTMC Area Commands, and DOD shipping activities [Ref. 5:p. 3].
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MTMC is responsible for management control over the effective procurement
and use of commercial motor freight transportation. This includes overseeing traffic
functions and responsibilities of the two subordinate area commands, as well as
negotiating with the carrier industry for rates, charges, or specialized carrier services.
MTMC is also responsible for developing long-range programs designed to improve
areas of military freight movement control. The MTMC area commands perform as
military traffic managers within their assigned geographical area of responsi* nd
are operationally responsible for routing and distributing freight tonnage among
qualified carriers. Other responsibilities include the operation of ocean terminals,
coordinating the movement of defense cargo into water terminals, and obtaining
bookings from ocean carriers for international surface shipments worldwide. MTMC
Eastern Area Command operates the Defense Freight Railway Interchange Fleet
(DFRIF), while both eastern and western area commands conduct quality control
programs for installation traffic activities under their jurisdiction [Ref. S:p. 3].

As delineated by HOMTMC [Ref. 4:p. 22], MTMC responsibilities with respect
to motor freight are divided among headquarters and area commands. The
responsibilities for the transportation functions are as follows:

1. MTMC Headquarters

1. Approve/disapprove carrier requests for DOD approval from those
application approved at the area command level.

2. Process carrier requests for support of operating authority and administer
carrier agreements.

3. Negotiate with the commercial carrier industry for freight rates and
charges, specialized transportation services, and classification ratings.




10.

11.

12.
13.
14.

® N w»

Negotiate with the commercial carrier industry on all matters pertaining
to freight movements in DOD Foreign Military Sales (FMS).

Maintain and improve the Freight Classification Guide System.
Coordinate actions with other military agencies.

Support MTMC area commands.

Advise on site selections, depot locations and stock positioning.
Manage DOD Loss and Damage Reporting and Analysis System.
Develop improved management methods and techniques.

Manage the Carrier Performance Program (CPP) and the Freight
Minority Carrier Program.

Manage the Freight Motor Carrier Qualification Program (CQP).
Review and process carrier tenders filed with MTMC.

Maintain and publish the Defense Traffic Management Regulation
(DTMR).

MTMC Area Commands
Process carrier requests for DOD approval (new carriers).

Route general commodity freight traffic weighing 10,000 pounds or more
and truckload traffic.

Route air and bus shipments weighing 1,600 pounds or more.
Route export and import surface traffic.

Route all high-value shipments.

Route all class A and B ammunition and explosives.
Expedite shipments.

Quote freight rates.

10




10.

11.
12.
13.

14.
15.
16.

17.

D.

Review bills of lading.

Exercise their authority under, and monitor Transportation Officers
participation in, the CPP.

Assist Transportation Officers.
Operate DOD Loss and Damage Reporting and Analysis System.

Manage the military owned Defense Freight Railway Interchange Fleet
(Eastern Area).

Route all shipments classified SECRET.
Route all bulk liquids and gases (Eastern Area).

Negotiate with commercial carrier industry for rates and services by barge
carriers for bulk liquid and gases.

Prepayment audit of freight bills (Eastern Area).

MTMC AUTHORITY

The Secretary of Defense designated the Secretary of the Army as single

manager for military traffic, land transportation, and common-user ocean terminals.

The Secretary of the Army established MTMC as the single manager operating

agency for military traffic, land transportation, and common-user ocean terminals

[Ref. 6:p. 9]. Additionally, the authority for MTMC to act as the DOD Traffic

Manager within prescribed limits are found in 49 CFR parts 1801-1813, 2503, 2505,

and 2509 [Ref. 7:p. 3).

Additional regulations that empower MTMC to carry out its mission and

enforce Federal Regulations are as follows:

11




1. 32 CFR Part 619; program for qualifying DOD motor freight carriers.
2. 49 CFR Parts 1801-1813. 2503, 2505, 2509; MTMC general scope of

authority.

3. 49 CFR Part 387.9; public liability requirements for carriers.
4. 49 CFR Part 5171.8-5172.101; liability insurance requirements for motor

carriers.
S. 49 CFR Part 11707; Carmack Amendment to the Interstate Commerce Act.
6. ArmyRegulation 535-355; Defense Traffic Management Regulation (DTMR).
7. Motor Carrier Act of 1980.
8. 48 CFR 1; Federal Acquisition Regulations.

These laws and regulations are an overview of the authority provided to MTMC
to carry out its assigned mission as the DOD Traffic Manager. Based on the respon-
sibilities assigned to the DOD Traffic Manager, the following chapters will focus on
how specific areas of the carrier qualification program can be refined and made more

efficient.

12




III. CURRENT FREIGHT MOTOR CARRIER QUALIFICATION PROGRAM

A. GENERAL DISCUSSION

The Carrier Qualification Program (CQP) is designed to ensure that motor
carriers desiring to transport DOD freight are qualified to provide that service and
meet DOD standards [Ref. 5:p. 10]. Carriers that wish to do business with DOD
must submit applications, in accordance with 32 CFR 619, to the appropriate Military
Traffic Management Command (MTMC) area command. The area commands
review all applications and determine whether the carrier has the equipment,
facilities, personnel, insurance and authority necessary to provide the proposed scope
of operations. The area command will then forward the application to Headquarters
Military Traffic Management Command (HQMTMC) for financial review and final
approval. The following sections present the requirements which must be met by
prospective carriers before being approved to transport freight for DOD [Ref. 5:p.
10].

B. INTRODUCTION

Carriers, surface freight forwarders, and shipper agents interested in qualifying
or remaining qualified to transport DOD cargo must submit all data as required by
32 CFR Part 619. This required information is to be provided to the appropriate
area command (Bayonne, NJ or Oakland, CA) based on the carrier’s headquarters.

The area command will schedule a meeting with the prospective carrier (contractor)

13




if necessary, to clarify any qualification elements and to provide guidance on how to
do business with the Department of Defense. The area command will then evaluate
the application to determine whether the carrier has the equipment, facilities,
personnel and finances necessary to handle the carrier’s proposed scope of
operations. The area commands then forward the application to HQMTMC for final
review and approval. If the carrier is approved and signs the Basic Agreement, as
specified in 32 CFR 619 Appendix A, HQMTMC will then accept (or in the case of
existing carriers, continue to accept) tenders, tariffs or similar rate submissions.
Carriers that are disapproved will be notified of the reasons for disapproval and may

reapply for approval once the problems have been corrected [Ref. 7).

C. SAFETY RATINGS

All carriers doing business with the DOD must have a "satisfactory" rating with
the Federal Highway Administration, Department of Transportation, and if an
intrastate carrier, with the appropriate state agency. Any carrier with an
"unsatisfactory" rating will not be considered for use. Carriers with "conditional" or
"insufficient information" ratings may be used to transport DOD general commodities
provided that such carriers certify in writing that they are in full compliance with
Department of Transportation safety requirements. Finally, no carrier will be used
for the transport of hazardous or secret materials, sensitive weapons and munitions,
or any shipment regardless of commodity which requires Transportation Protective

Service (TPS) if the safety rating is less than "satisfactory” [Ref. 7].

14




D. OPERATING AUTHORITIES
In order to transport DOD cargo, the carrier is required to possess all interstate
and intrastate certificates as required by state and federal governments. These

certificates must be provided to HQMTMC and kept current at all times [Ref. 7).

E. INSURANCE--PUBLIC LIABILITY AND CARGO
1.  Public Liability
As specified in 49 CFR 3879, all motor carriers, surface freight
forwarders, and shipper agents are required to submit proof of their public liability
insurance to MTMC (a sample is provided at Appendix A). The proof must be
provided on a certificate of insurance form issued by the insurance company. The
policy should reflect no expiration date because the policy must be continuous until
cancelled. Additionally, the deductible portion must be shown on the certificate and
the certificate holder block of the form must indicate that HQMTMC, 5611
Columbia Pike, Falls Church, Virginia 22041, Attn: MT-INFF, will be notified in
writing 30 days in advance of any change or cancellation [Ref. 7).
2, Cargo
Motor common carriers, surface freight forwarders and shipper agents are
required to have the insurance company provide proof of cargo insurance to
HQMTMC on a certificate of insurance form (Appendix A). The deductible portion
is to be provided on the certificate. The insurance underwriter must have a policy

holder’s rating in the Best’s Insurance Guide, the Fiscal Service Treasury Department

15




Circular 570, or specifically approved by HQMTMC. DOD’s minimum cargo
insurance requirements, as specified in 32 CFR 619.4, are as follows:

1.  Motor common carriers are required to carry a minimum of $150,000 per

shipment on freight of all kinds (FAK) and class A and B explosives. This

excludes perishables and bulk fuels.

2.  Motor common carriers that transport automobiles in haul-away/drive-away
service are required to carry a minimum of $20,000 per vehicle transported.

3.  Perishable carriers are required to carry $80,000 per shipment.
4.  Bulk fuel carriers are required to carry $25,000 per shipment.

S.  Surface freight forwarders and shipper agents are required to carry $250,000
per shipment.

As previously stated, all insurance underwriter(s) providing this service
must be rated in Best’s Insurance Guide or listed in the Fiscal Service Treasury

Department Circular 570 listing of surety companies [Ref. 7].

F. FINANCIAL RECORDS

Motor carriers that do business with the DOD are required to provide financial
statements to MTMC. The financial statements must be certified by the Chief
Executive Officer, President, or Owner. The financial statements must include
certified balance sheets and income statements for the last 3 taxable years. Carriers
in existence less than 3 years, but more than 12 months, must provide certified copies
of all balance sheets and income statements from the date business commenced.
Carriers in business less than 12 months must provide a certified balance sheet

showing all assets and liabilities. Additionally, carriers must furnish financial data

16




to MTMC at their discretion when considered necessary to assure satisfactory

performance and avoidance of motor carrier financial problems [Ref. 7].

The financial data required by MTMC in accordance with 32 CFR 619.5

includes, but is not limited to, the following:

1.

2.

Company certified financial statements.
CPA review (including footnotes) of financial statements.
CPA audit and opinion (including footnotes) of financial statements.

Financial statements must reflect a one to one Current Ratio (current assets-
current liabilities).

Finally, in accordance with 32 CFR 619.5, all carriers must state the extent of

their financial interests in other transportation companies or their affiliation with any

person or firm holding interest in other transportation companies to include:

1.

2.

Majority or minority ownership.

Familiar relationships.

Voting trusts.

Common directors, officers and/or stockholders.
Voting of securities.

Holding trusts.

Associated companies.

Contract or department relationships.

The required information will be used to determine if common financial and

administrative control exists with other companies, or if individuals or associated

17




companies are affiliated with companies that have been debarred by the government

[Ref. 7).

G.

DISCLOSURE REQUIREMENTS

Motor carriers, surface freight forwarders, and shipper agents doing business

with DOD are required to disclose company information to HQMTMC as specified

in 32 CFR 619.6. The information to be disclosed is as follows:

1.

2.

A listing of company officers with titles.
A listing of the company’s owners and the percentage of ownership of each.

Company background and history to include the year the company was
formed.

A list, by type and quantity, of all owned and/or leased equipment. MTMC
will not approve any motor carrier that does not own and/or have
permanent leases for equipment.

The number of personnel employed, to include company drivers and number
of drivers under lease. MTMC will not approve any carrier that does not
have a minimal work force in order to operate effectively.

A list of all terminal locations to include address, telephone numbers and
physical descriptions of facilities.

Reference letters from three shippers served during the last 12 months.

Description of proposed services by type of service, traffic lane, or
geographical area. MTMC will review proposed service with respect to
equipment inventories, personnel and permanent lease agreements to
determine if the carrier has the capability to provide those services. In a
circumstance where a carrier’s equipment inventory indicates the proposed
services cannot be provided, MTMC will request a meeting with the carrier
to review proposed service.

Copies of driver hiring, screening, and training procedures.
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10.

11

Hl

Proof of being disadvantaged, minority, or women-owned business if
applicable.

In addition to the information required in (1)-(10) of this section, exempt
surface freight forwarders and shipper agents must furnish a listing of
carriers which are contracted to the respective company and will be used in
the movement of government shipments. The information must include the
complete company names, company officials and their position/title, home
office address, telephone numbers, 24 hour emergency point of contact for
shipment status, and ICC operating authority number of each carrier.

PERFORMANCE BOND

The performance bond secures performance and fulfillment of carrier

obligations to deliver DOD freight. The bond will cover any instance where a carrier

cannot or will not deliver DOD freight tendered to the carrier to its final destination.

This includes default, abandoned shipments, and bankruptcy by the carrier. The

bond will not be utilized for operational problems such as late pickup or delivery,

excessive transit time, refusals, no shows, improper or inadequate equipment or

claims for lost or damaged cargo [Ref. 7]. Appendix B provides a sample perform-

ance bond.

Motor carriers, surface freight forwarders and shipper agents doing business

with DOD are required to possess and maintain a performance bond in accordance

with 32 CFR 619.7. Requirements for each of the respective carriers is as follows:

1.

Motor carriers having done business in their own name with DOD for 3
years or more will be required to submit a performance bond in the amount
of 2.5% of their total DOD revenue taken from the Freight Information
System (FINS) Report for the previous 12 months. This amount will not
exceed $100,000 or be less than $25,000.

New motor carriers and those carriers having done business in their own
name with the DOD for less than 3 years will be required to submit a
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performance bond based on areas of service offered (computed as both
origins and destinations served), that is, 1 state (including intrastate)-$25,000,
2 to 3 states-$50,000 and 4 or more states-$100,000.

3.  Once a carrier has done business with DOD for 3 years or more, its bond
requirement will change from area of service to percent of revenue per the
FINS report.

4.  Bulk fuel carriers and perishable carriers are required to submit a $25,000
performance bond.

5. Local drayage and commercial zone carriers are exempt from the bond
requirement.

6. Surface freight forwarders and shipper agents are required to submit a
$100,000 performance bond.

As a minimum, all carriers must submit a letter of intent to file a bond from
a surety company with the initial application to do business with the DOD. Upon
HQMTMC approval, carriers will provide HQMTMC with a performance bond. The
bond must be issued by a surety listed in the Fiscal Service Treasury Department
Circular No. 570. The sum of the bond shall be in accordance with 32 CFR 619.7.
The bond must be continuous until canceled, and HQMTMC must be notified in

writing 30 days in advance of any change or cancellation [Ref. 7].

I.  BASIC AGREEMENT

All motor carriers, surface freight forwarders and shipper agents meeting the
qualification requirements of 32 CFR 619.1-619.7 will be required to provide a Basic
Agreement between the Military Traffic Management Command and Motor
Common Carrier for Approval to Transport General Commodities for the

Department of Defense, as set forth in Appendix A to Part 619. The Basic
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